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GLOBAL ECONOMIC CRISIS: THE NEED FOR AFRICAN
GOVERNMENT INTERVENTIONS FOR RAPID ECONOMIC
RECOVERY AND STABILITY
BY
Hassan T Sanni'
from commodity exports and drying
up of development assistance from
the developed economies, which
could have been used to meet the
Millennium Development Goals
(MDGs). However, the crisis is still a
serious threat to the Continent's
poverty reduction agenda. The World
Bank has estimated that an additional

53 million people in

developing

countries mayfall into poverty level.

Capital inflows are also declining as
China's groMh slowed down due to

I

the decline in its trade flows to Africa.
Consequently, regional growth rates
have plummeted with some countries

Hassan T Sanni
INTRODUCTION
Many African economies and indeed

most emerging and developing
countries have thrived in the two
decades to 200712008. African has
experienced considerable economic
developments and changes during
the 20th century. They have also
made remarkable gains in promoting
growth and achieving economic
stability. These achievements were

experiencing contractions. Africa's
groMh rate of 2.8 per cent projected
for Africa in 2009 in February 2009
appears too optimistic, and has been
revised to 2.3 per cent for 2009. This
shows that for the first time since
1994, the per capita income in Africa
will contract in 2009 in several

protectionist measures

or

administrative controls. This is in spite
of the weakening balance of payments
(BOP) positions inAfrican countries,

Some of the economic policies to be
adopted in tackling the crisis should be
guided by sound economic principles:
a prompt adjustment to new external
environment, drawdown in reserves
and allowing exchange rate to adjust

developments in the external
environment. Close monitoring of

to

possible vulnerabilities and adequate
preparedness to act promptly is also
crucial. Africa still needs additional aid
resources to cushion the effect of the

global crisis, even though, there is
mounting pressure facing the donor
countries at these difficult times. The
role of the lnternational Financial
lnstitutions (lFl) since the start of the
global crisis is commendable as they
have continued to provide financial
assistance toAfrica.

countries and for the Continent as a

liberalization of current account,
favorable external environment,

whole. The current situation could be
described as a groMh crisis, which if
not tackled frontally, may degenerate
to a development crisis as the
recession deepens.

The paper aims at reappraising the
various measures taken by African
governments to curtail the effects of

especially rising commodity prices,
debt relief and aid from international
community as well as the boom in
South-EastAsia and China. Since the

Notwithstanding, economies of
several African countries are still
showing limited growth considering

African governments. To this end, the
paper is organized into five sections.
Aside from the introduction, section
two reviews the genesis of the global
economic crisis, while section three

attributed to strong economic policies,

crisis erupted, the world economy has
been in stagnation as individual
countries are in recession and Africa is

the volume of Africa's trade with the
world, and in particular China. For

growth and development prospects.

African countries to cushion the
impact of the global crisis, various
governments will need to reconsider

The global economic crisis is posing a

their policy options and start to adopt

serious threat to African economies,
though sound economic policies

new ideas that would change the

now facing uncertainties over

its

hitherto pursed by the region have
helped the region to respond to
exogenous shocks.
Like the rest of the world, Africa has
started feeling the impact of the global

economic crisis having affected its
growth drivers. ln particular, demand
for and prices of commodities are
falling, resulting in declines in revenue

structure of African economies from
the state of overdependence on few
exportable commodities to a more
diversified one. The post-global
economic crisis strategy crucial for

growth and development of
economies of African countries will

require sound macroeconomic
policies. lt is also advisable for the
region to remain committed to trade
liberalization and avoidance of trade

the global economic meltdown. This is

with a view to re-emphasizing the
need for strong interventions by

briefly discusses the impact of the
global economic meltdown with
greater emphasis on African
economies. The global responses as
well as African forms of interuentions
since the global shock are presented

in section four of the paper. The
summary, recommendations and
conclusion are contained in section
five.
lt.

Evolution of the Global
Economic Crisis

The current global economic crisis
started as a financial market crisis in

Sanru, n a Pnncipal Economist in the Research Department, Cental Bank of Mgena (CBN), Abula The viev,s expressed m thts paper are entirely those of the
authoranddonotnecessanlyrepresentthevtewsoftheCBN..Theauthoracknowledgesthecommentsandcriticismsoftheanonymousreviewer.
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developed countries in August 2007,
but later assumed a global dimension.

It was initially

banking crises,

speculative bubbles, currency crises
and sudden halt in capital flow and
capital flight. However, it has now
degenerated into economic crisis in
form of prolonged recession, a severe
downturn incomparable to the Great

Depression

of

1930's, Russian

financial/Currency Crises

of

1978,

Asian flu/Crisis of 1990's, and
Mexican Crisis of 1994/1 995,
respectively.

Prior to the start of the crisis, there
was ease in monetary policy designed

to ward off the signs of pending
downturn. The inflow of funds
combined with the low US interest

rates contributed significantly

in

easing credit conditions. The
expansionary monetary policy
triggered both housing and credit
bubbles in the United States (US)as it

encouraged widespread home

mortgage payment defaults and the
decline in the value of MBS. About
US$435 billion worth of securities
backed with sub-prime mortgages
held by financial firms was lost in
2008. lt, thus, resulted in declines in
capital of many banks coupled with
tightening credit around the world.

There were large scale insolvent

threats to investment banks and other
institutions. As the net worth of banks

and other financial institutions

deteriorated because of losses
related to sub-prime mortgages,
providers of insurance cover find it
difficult to settle their counter parties.
The development created uncertainty
and loss of confidence across the
system as investors could not get
strong insurance company to pay or
cover mortgage defaults.
The delay in taking actions by the US
government against the imminent
crisis could be attributed to the
worsening state of the crisis. lt was,

the

ownership in the US. As a result of the

however, observed that

mortgage loans increases as prices of

government did not act in good time,
not untilwhen the large and respected
investment banks started to report
huge losses. The monetary authority
initially believed that they are solely
concerned with price and financial
stability, and less concerned with
avoiding asset price bubbles such as
the housing and dot-com bubbles. ln
fact, various stakeholders including
most economists viewed that the

misguided lending policy of the
monetary authority, the bubbles
eventually bust, and turned out to
become a sub-prime lending, a
situation where interest rate on
houses fell. The foreclosing and
declining property values left
mortgage banks with huge nonperforming assets (toxic assets),
which, in turn, reduced the net worth

of home owners and consequently
impaired the spending ability of
consumers on goods and services.

The sub-prime lending

eventually
weakened some American banking
institutions and had to approach the

US government for loans

to

recapitalize these institutions with a

view to avoiding bankruptcy from
occurring. As Adjustable Rate
Mortgages (ARMs) began

to

reset

higher rates, moftgage payment
delinquency rates began to rise
rapidly. The inability of home owners

to fulfill their mortgage payments,
poor judgment by borrowers and
lenders, and speculation further

US

current American regulatory

framework was loose and outdated,
while officials of the Securities and
Exchange Commission (SEC) opined
that self regulation of investment
banks was not properly coordinated.
Government, on their own part, felt
that they could react after such
bubbles burst to minimize collateral
damage to the economy rather than
trying to prevent or stop the bubble
itself.

The undisciplined use of credit cards
by card owners was another factgr

that contributed to the

particular increasing the amount of

dollar liabilities held by nonAmericans abroad.

lll.

Globallmpact

Since the world has become a global

village where deep interdependence
makes everyone feel safe, there rs
high degree of vulnerability to rapid

ecological transformation. The
resultant decline in house prices had

significant impact not only on the
global scene but also on drfferent
economies of the world. Since
countries are not immune to the
effects of the global crrsis, it is rrght to
assume that the magnitude of the
impact will vary considerably from

country to country depending on
economic peculiarities. The most
severely affected group is the oil
exporting African countries and those

countries with well developed
financial markets, including South
Africa. This is because of their strong

linkages with the US.

lt has had

serious impact on household wealth,
consumption and collateral for home
equity loans. For many African

countries, especially those having
weak macroeconomic conditions may
find the recovery process more
painful and prolonged than others

with strong

macroeconomic

conditions. The impact of the global
economic crisis is further discussed
as follows:

lll.1

lmpact on financial system

It has shaken the foundations of the
financial architecture, the credit and
equity markets as well as the

framework of financial regulations,

assets valuations and transfer of risks
in most developing countries. Most of

the financial institutions

are
weakened due to the write-offs of
toxic assets and corporate and
consumer credit losses. The farreaching effect has been the loss of
confidence in the financral system on

a

scale that threatens financial
stability. The sudden panic in the

lnvestment of large amount of debts

economic
crisis. An unsustainable personal debt
overhang eventually subverts the
ability of consumers to consume as
larger percentages of incomes are

financial markets spurred investors to
divest out of risky mortgage bonds
and equities into commodities in form

global economic meltdown. lnvestors
including financial institutions holding
MBS suffered significant losses from

card holders use the instrument to
purchase largely imported goods,
which consequently affect the
Balance of Payments (BOP), in

African banking systems were not
directly exposed to the sub-prime
crisis at the initial stage, but it is now
experiencing the second round
effects, which is as a result of the

worsened the crisis.

or

leverages in Mortgage Backed
Securities (MBS) in anticipation of
rising house prices also caused the

spent on debt servicing and
repayments. Moreover, the credit

10
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capitalwhich led to the depreciation of
currencies. The Ghanaian cedi

Remittances, which have become a
major source of external financing for

African countries, have been

depreciated by about 14.8 per cent on

average

adversely affected by the slowdown in

developed countries.

ln

countries remittances exceeded ODA

lll.4

major

industrialized and emerging countries
such as Brazil, China, and lndia.
These countries remain an important
factor in the pricing of exportable
commodities, in particular oil, given

direct negative

impact on the well-being of

households since the transfers are
directly used to meet primary needs
such as food, education and
healthcare. lt is expected to rebound

the rising trends in

demand.

Unfortunately, the global economic
crisis has severely hit the oil sector,
particularly those countries that are

in 2010 with the economic recovery.

highly dependent on oil revenues
such as Angola, Gabon, Libya and
Nigeria where oil accounts for about
80.0 per cent of government
revenues. The fall in demand and
price of crude oil did not augur well for
the country's export earnings. The
dramatic fall in the Nigerian price of

Overall, Ghana, Kenya and Nigeria
recorded huge inflows of portfolio and

direct foreign investment during
economic reforms but with the crisis,
the reverse occurred. The crisis thus,

of

to

commodity exports

The decline in the volume of

triggered the reversal

lmpact on External Sector

One of the main drivers of growth in
many African countries is the

further decline by 3.0 per cent in 2009.

a

further

narrow range against the US dollar.

as a source of external financing. ln
sum, the volume of remittances to
Africa, which stood at $19 billion in
2007 , f ell to about $ 1 7 billion in 2009
following job cuts and the decline in
activity in the mining sector of major
African countries. This is expected to

remittances has

in 2008 and

depreciated in 2009. Similarly, the
Nigerian Naira fluctuated within a

some

portfolio

Table 2

Remittance Flow to Developing Countries (2002 - 2009)
billion)
Developing Counfries
Eost Asio ond Pocific
Europe qnd Centrol
(US$

Asio

2002 2003

2004 2005 2005 2007

2008 2009*

lt6

144

164

195

229

281

305

30

35

39

47

53

65

7A

259
59.5

14

16

22

3r

38

53

45

Lotin Americo onC

Coribbeon
Middle Eost ond North
Americo

28

J/

43

50

59

53

53

t5

24

34

29

29

33

26
40

3l

South Asio

20
30

23

24

52

66

56

Sub Sohoron Africo

5

6

8

9

t3

19

20

17

Growth in World

(

54

crude oil from a peak of $147.0 a
barrel in July, 2008 to less than $40.0
per barrel at end-December 2009
greatly weakened the revenue base

of the government. Thus, the

Federation Account allocations

dropped sharply from N435.4 billion
in January, 2009 to N285.5 billion in
February, 2009. This has posed a
serious threat to the flnancing of
infrastructural facilities in the country,

which constitute key constraints to
economic growth. ln view of the effect
on the country's foreign reserves, the

national currency continues to
depreciate, while public expenditure
reduces forthwith. Angola also
experienced similar trend and
reported a decline in oil revenue by
24.0 per cent during the reviewed
period.
The crisis also affected countries that
are highly dependent on natural
resources, especially those relying on
copper, timber, diamonds and flowers
to mention a few. The sharp decline in

prices

of

copper also led

to

a

significant drop in export receipts for
Zambiaand considerable reduction in

its foreign exchange

reserves.

Consequently, the volume of reserves
earned by the mining sector dropped
by 30.0 per cent from US$649 million
during the first half of the year to
US$454.5 million during the second

half of 2008. Again,

mining

companies cut both production and
exploration of new mines owing to the

decline

in

global demand from

industrial nations hitherto affected by
the global crisis. ln Maliand Burundi,
where cotton/livestock and coffee/tea
account for 80.0 and 70.0 per cent of
exports, respectively, international

prices also declined substantially by
25.0 per cent for cotton and 19.0 per

cent for coffee between the first
quarter of 2008 and January 2009.

per

cent)
72.8

74.6

75.7

7

16.9

17.5

17.3

17.5

\7.6

r

8.2

7.7

9.4

I 1.5

12.4

13.5

13.4

12.7

15.5

17.9

r

18.7

19.2

17.0

I5.9

r 5.1

68.2
17.6

69.6

Asio
Lotin Americo ond

Coribbeon
Middle Eost ond North
Americo

8.8

South Asio

1

Sub Sohoron Africo

World

8.3

6.8

8.4
r 4.0

8.6

8.1

16.6

15.8

3.4

8.5
r 3.0
4.2

5.1

5.0

4.8

268

307

371

397

355

9.8

9.0

14.5

12.3

12.3

2.9

2.9

3.4

170

207

235

4.1

6.8

73.0

69.8
16.5

Developing Counfries
Eost Asio ond Pocific
Europe ond Centrol

Similarly, in Ethiopia, coffee exports in
March 2009 were half the target,$221
million compare to a target of $446.7

million, mainly due to the decline in
world prices. Overall, the adverse
impact of the crisis on export
commodity prices and resources
inflows threatens to reverse some of
the gains from the recent economic
performance

of

African economies.

ln general,' international commodity
prices fell significantly following the
global crisis with the exception of

Gold, which assumes

Source: Authors Computation (2009)

a

slight

improvement, see table 1. Against

t2
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surge in- non-performing loans and

nuge profit losses. Between 2OOT
and
2008, the credit loss ratio: bad foans
i,
relation to totalcredit rose from O.A per

cent to 1.55 per cent for Standard
Bank, Africa's biggest bank, in termi

of asset value. There were also strong

indications of increased asset pric6
and risk premium volatility on African
financial markets. The contagion and

April- June 2010
African stock markets experienced
much larger losses than 'tnose r:n
developed economies. from treLnJ
glJ^ltV 2008 (before the crisis) tonprit
2009, the Ail Share tnOex'on ine
Nigerian Stock Exchange lost 62.2
per cent of its value and about 61.2

foreign direct investments

(FDl),
portfolio investments, officiai

development as$istance (Oon)

sharp declin e of 21 .O per cent in 200g

per cent of its market capitalization. lt
would be recalled that the Nigerian
equity market which boomed in 2007

interdependence significantly
affected the region's financial

and early 2008 with a return rate of

markets. For some African markets,
for instance, Egypt and Nigeria, the
impact was much higher than for
markets in developed countries (lMF

South Africa and Ghana, plunged in
the second half of 2008 as the global
economic crisis spread. This resulted

74.7 per cent, well above those

int

remittances, resulting from loss of
confidence in the global market. The
latest global FDI estimate shows a

and is projected to worsen in 2009.
Total FDI in 2008 is estimated at
US$1.4 trillion, of which FDI flow to
Africa remains at its low level of
US$61.9 billion in 2008, an increase of
16.8 per cent over the level in 2007,

in

see table 3. Though, the level of flows

varies from country to country while

much on Ugandan's financial system.

in foreign investors' divestment and
panic sales by local investors. The
market capitalization, which was
N13.0 trillion at the Nigerian Stock

The reason for this is because the
financial system is dominated by
commercial banks and these banks

Exchange (NSE) in September 2008,

of 5.6 and 7.0 per cent, respectively,
South Africa's flows were more than
doubled in 2008. This is because
South Africa relies heavily on inflows

fellto N4.3 trillion in December 2009.
The Cairo CASE 30 lndex lost 46.2

of private capital to cover their current
account deficits. The private capital

per cent and Johannesburg All Share
lndex lost 24.4 per cent of its value

flows which in 2OO7 surged to $53
billion for the first time exceeding
foreign aid to the Continent are fast
declining by 40.0 per cent with that of
Nigeria falling by over 60.0 per cent.
Donor countries increased aid to
Africa in 2008, but has been reduced
by about $20 billion since the global
crisis. This is as a result of the

Report 2008). While, on the other
hand, the contagion effect was not

had very little exposure to the type of
failed
financial institutions in the advanced
economies. More so, banks in
Uganda do not rely on short term
foreign borrowing to mobilize funds,

toxic assets, which caused

and maintain high degree

of

during the same period.

Consequently, there were reported
cases of losses in asset value of most
equity companies with a deterioration
of investors'wealth.

surveillance on the financial condition
of these commercial banks.

lll.3

lll.2

The global economic crisis caused
shrinks in global financial flows,

lmpact on Capital Market

Egypt and Morocco reported a decline

lmpactonCapitalflows

mounting fiscal pressures to stimulate
the donors' own economies.

Stock markets in China, Europe and
US crashed following the incidence of

the global economic crisis. An

Table

average of about 35.0 per cent crash
was recorded in Europe alone at endDecember, 2008, while The Dow
Jones lndustrial sector in the US lost

2007

1

2008

2009

Rote

cenl)

28.5 per cent and the Paris CAC 40

lndex lost 29.6 per cent

stocks

between July 2008 and April 2009.
Stocks markets have so far recorded
large losses since the second half of
2008. Overall, company market

values have plummeted drastically
since the beginning of the crisis. The
most affected company is the Anglo
America's market value of US$23.4
billion in March 2009 from its original
value of US$72.0 billion.

Before the crisis, many of the stock

exchanges especially Stock
Exchanges in Botswana, Ghana,
Nigeria, and South Africa recorded

appreciating growth in all indicators of
stock market performances in terms of
market capitalization and all share
index. However, with the globalcrisis,
stock prices crashed following the lull
in the stock market activities. Thus,

Growth

World

r,833

I,449.t0

1345.2

-7.2

Developed

1,247.60

840.t

8t2.4

-3.3

499.7

517.7

423.7

-t8.2

Africo

53

6i.9

57.9

-6.5

Egvpt

n.6

t0.9

9.9

-9.2

South Africo

2.6

2.4

2.3

-4.2

Lotin Americo

<7

Asio ond Oceonic

126.3

142.i

r39.8

-

South Eo$ Asio

320.s

3

r3.5

30t.1

-4

South-Eost Europe

247.8

256.1

246.7

-3,7

CIS

8s.8

9t.3

87.9

-3.7

Economies

Developing
Economies

Source: World Economic Situation and Prospects, United Nations 2009
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(

I1.4

t.8

(
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this backdroP, the World Bank
and

ioii"*t

reveals that oil, metal

mineral resources including raw

and manY
Soain, the United Kingdom'

Jin"iJ are currently iacing imminent
iigh il*PloYmeni rate in the global

materials prices may rebound in 201.0

automobile industry.

recovery, see table 2.

ln Africa, for instance, South Afrlc3
has been contending with both high

assuming Possible economlc

lll.5
a)

unemployment

lmPactonRealSector

of unskilled workers

and shoriage of skilled workers' As at
end-March 2008, the unemPloYment

Rising UnemPloYment

The squeeze in the financial market

reflected drop in business activity and
job losses. The institutions shed jobs
in millions every month. According to
the lnternational Labor Organization
(lLO, 2OOg), a total of about 20 million
jobs are likely to be shed in the light of
ihe crisis. Similarly, centers in Europe'
in particular France, ltaly, lreland,

was still al 23.5 Per cent,

desPite

several years of sustained economic

growth. The current economlc
iownturn is likelY to Push uP

employment, though unemPloYment

ambng black South Africans is still as
high as 30.5 Per cent. However, the
Ministry of Works plans to expand its
programmes, and setto generate four

Table 3: CommoditY Prices

CommodiV

Unit

Volue ot end

per cent

Prlces

of Week (Feb

Chonge

Benchmork
(Dec 7,2008)

r3,2009)

lndex

(Brent)

Gold

US$ per

Silver

ounce
US$ per troy
ounce

125.73

44.09

-64.93

918.0

93s.5

1

17.48

13.37

-23.51

OUNCE

1,258.0

r,055.0

-39.99

us$/tb
US$ per
tonne
US$ cents
per pound

49.71

45.22

2,908.5

2,682.12

-9.03
-7.78

l3l .l

99.0

-24.49

r r 5.09

81.75

-28.97

US$ per

Cotton
Cocoo
Beons

Coffee,
Arobico
Coffee,

US$

koy

tro

y

Source: African Development Bank (AJDB), February,2009

Table 4
Forecast of Commodity Prices
p.I cenl

2ofiI20,J5

2(xl6

XW

20ot

zfi'

20r0

45.r

-25.O

0.9

42.3

-26.4

1.8

57.2
97.8

10.8

-42

-23

chongc
Energy

r

3.5

17.3

oil

t

3.6

20.4

Nolurol Gos

10.4

33.9

t0.8
t0 6
t.0

Cool

12.7

3.1

33.9

r

-10.0

{.3

Non- energy

8.3

29.1

17.0

72.1

-23.2

Agnculture

6.0
6.0

12.7

20.0

28.1

-?f.9

-1.3

0.0

25.6

35.2

-23.1

{.3

Grorns
Row

4.8

r8.4

25.\

50.9

-27.7

?.6

moteriols
Metols&

50

22.7

9.0

r

14.9

2.7

Minerols

r2.3

56.9

t2.o

5.0

Cooper

15.2

82.7

5.9

0.6

25.5
-32.2

5.5
-4.2

Foods

r

unenipfoyeO. The proportion of
fori"i intreased from77 '4 per cent in
82.6 Per cent in 2009'
ioot

to

sionifuinq

an additional 28

million

vulneiaU-te iobs in Africa. ln Zambia for

instance, about 3,000 jobs have been
lost since December 2008 as copPer
mines and smelters ceased operation,
while in Nigeria, the unemPloYment
rate rose marginally lo 12.9 per cent
from the 12.8 per cent in 2008. This is

as a result of the prevailing decay in
the country's infrastructural facilities,

particularly power shortage, which
to damPen the growth in
industrial output. Due to the closure of
over 35 comPanies oPerating in the
Democratic RePublic of Congo's
(DRC) extractive industrY' over
3OO,O0O workers lost their jobs. This

continues

was due to the global economic effect

3.0

Source: World Bank, Global Economic Prospects 2009: Commodity MarkcB

l3

b)

Marked Reduction in GDP

As a result of the global economic
meltdown, global growth ProsPects

.91

cents

per pound

Robusio

cent
[tri"i?iv increase to 8.5 per
million
3
additional
is,
ZOOS, tnit
job

which dampened the demand for

US$

Plotinum

't the tLo 2ooe' the
niii"ibl.q
,""t"of"vrent rate in Sub-Saharanin

copper production.

per
bonel

Crude Oil

Commodif

years'
million newiobs in the nextfive

have been reviewed downwards for
most regions. There has been a
sluggish trend in groMh worldwide
and in all industrialized countries
especially throughout 2008. For 2009,

growth is expected to be at 0.9 Per
cent for the world and minus 0.1 Per
centfor industrialized countries. China
will continue to register a sustained
groMh rate of 7.0 per cent, from the
revised figure of 12.0 per cent at the
onset of 2008. Africa, though, was not
affected by the financial crisis but by
the global economic recession. This
is, however, expected because of the
region's vulnerability to external
vagaries. This is given the fact that
both prices and supply of the primary
exports are exogenously determined.
It was also as a result of the low
volume of trade in the Continent.

Africa's growth rate

in 2009 is

projected at 2.8 per cent, a 50.0 per
cent dropped from that of 2008 level
(5.7 per cent). Oil exporting countries
may record losses of 4.4 per cent in
growth rate in 2009 and 1.2 per cent

decline in groMh for oil importing
countries. However, the growth
deceleration may compromise Africa's

efforts at reaching the MDGs and
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poverty reduction by 2015,
persists.

lV.

rf

the crisis

Globalstimuluslntervention

The growing meltdown in the global

economy has brought about
increased awareness

to

various

agencies and regulators in the world.
The world political leaders, national

ministers and central banks of
countries have taken comprehensive
steps to grapple with the crisis. While

countries took iegislative

and
regulatory actions, central banks In

most countries complemented the
gesture with monetary actrons.
Various authorities have now adopted

sound lending practices, bankruptcy

protection, stringent

tax policies,
affordable housing credit, and

improved licensing qualification of

lenders.

An early warning system has been
designed to help detect a confluence
of events leading to systemic risk. For
instance, in November 2008, the G20

countries pledged to take measures

to support their

economies,

coordinate and refuse any resort to

& Rogoff,
2008). They also reiterate the need to
foster a balance growth in member
protectionism (Reinhart

countries during London Summit in
April 2009 and Pittsburgh Summit in
September, 2009. These actions
were brought to bear because of the
contagion effects of the recession on
other countries of the world and the
doggedness ofcountries to put an end
to the lingering crisis.
The then US President, George Bush

and Secretary of the Treasury
announced a proposal for the Federal
Govemment to buy up to $700 billion

of illiquid mortgaged backed

securities from financial firms with the
intent to increase the liquidity of the

secondary mortgage markets and
reduce potential losses encountered
by financial institutions that owe the
securities. This was expected to
improve confidence in the mortgage
backed securities market and the
financial firms participating in it. The
erstwhile President also signed into
law the Economic Stimulus Act of
2008, which allows the government to

implement the economic stimulus
package of $168 billion. The package
took the form of income tax rebate
directly to taxpayers. ln December

2008, the Federal Reserve Bank

(Fed) used its independent authority
to spend $1.2 trillion on purchasing
various financial assets and provid6
emergency loans to addressing
financial crisis above. This includel
emergency loans to banks, credit card

companies, general businesses and

the bail-outs of American lnternational
9tgyp (AlG), (Reinharl Rogoff,
2008) etc.

&

Central banks around the world took
decisions to cut interest rate,
particularly Asia and Pacific region,
including China. China, for instance,

reduced its overnight repo rate at
which commercial bank borrows
overnight funds from the central bank
by 2.0 percentage points to 10.25 per

cent and implemented economic
stimulus packages. ln addition, the
central government of the People's
Republic of China announced an
injection of RMBY 4 trillion ($586
billion) to its economy and offered
Term Auction Facility (TAF) to provide

short term loans/liquidity to banks. All
in a bid to stimulating economic
growth and inspiring confidence in the
financial markets (Bernanke 2008).
The incumbent US President, Barrack
Obama in January 2009 announced a

stimulus plan to revive the US
economy. The cost of proposed

recovery plan was estimated at $825
billion (5.8 per cent of GDP), designed
to controlfurther contraction in the US
economy. By February 2009, the
President also announced a $73
billion program to help nine million
homeowners in avoiding foreclosure,
which was later supplemented by

additional $200 billion for easy refinancing mortgages. On the whole,
the Federal Reserve Bank expanded

its collateral for lending to include
commercial paper in order to help
address continued liquidity concerns
(Bernanke 2009). ln addition, the US
President introduced a series of
regulatory proposals to address
consumer protection, executive pay

and expanded regulation of the
shadow banking system and
derivatives. Authority of the Fed was
also empowered to safely wind-down
systemically important institutions,
among others.

The Fed, Treasury, and Security and
Exchange Commission (SEC) in the
US took several steps to intervene in

t4

the cnsis. The Treasury announced a
new $50 billion program to rnsure
investments similar to the Federal

Deposit lnsurance Corporation
(FDIC) program, white the SEC
announced the termrnation of short

selling of 799 financial stocks as well

as naked short selling as part of its
reaction to mortgage crisis (Trichet,
2005)

ln pursuance of its macroeconomic
objectives through monetary policy,
the Fed lowered its fund rate from 5.3

per cent to 2.0 per cent and

its

discount rate from 5.8 per cent to 2.3
per cent in April 2008. They also
offered shorl-term loans to member

banks in order to make them liquid,

and were fully collateralized

by

government securities. A fiscal
stimulus in form of capital injection
into banks and companies was
offered by governments of the US,
United Kingdom, European Union
(EU), Japan and lndonesia. For

instance,

a rescue plan was

announced for the Swiss banks UBS
and Credit Suisse following the large
withdrawals by domestic depositors
and substantial losses suffered by the
banks. This was one of the ways

designed

to

recapjtalize these

institutrons. Also, the major European

countries, including the

US

governments have reviewed the
deposit insurance policy to
accommodate possible risk. They
have also provided guarantee for
short and medium term debts issued
by banks and revived ailing banking
system through recapitalization and

of supervision. As a
matter o.f curiosity about the
possibility of fraud by mortgage

strengthenihg

financing companies, the US Federal

Bureau of lnvestigation (FBl)
assighed agents to monitor

mortgage-related crimes and institute
probe into countrywide crisis. This is
with the aim of detecting fraudulent
lending practices and securities fraud
in the financial institutions.

lV.1 African Government
lntervention
ln spite of all these efforts, the global

economic crisis persists, changing
the pace of economies of many
countries includingAfrica. lt has had a
significant impact on Africa, although
Africa's growth outlook is still better
compared to industrialized countries.
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A 2.8 per cent growth rate comPared

to a decline of 0.1 Per cent for
advanced economies seems to be a
good performance. However, when

compared to 2007, the growth
performance represents a loss of
about 3 percentage points. This level

is far from the growth required to
reach the MDGs.

the

current
As
economic crisis affects all the drivers
of African groMh: prices and demand

earlier remarked,

for primary commodities, capital
flows, especially FDl, portfolio
investments, ODA and remittances.
The major challenge for Africa is to
respond fast in tackling the global
issue. lndeed Sub-Saharan African
countries have realized the need to

support to fiscal multiplier. Though,

the avoidance of PolicY that would

increased their fiscal deficits in order

the region. lt is gladdened to note that
since the global crisis, none of the sub-

some African countries have

to

stimulate demand and further
improve standard of living of the
populace, but owing to the
deteriorating infrastructure, the
impact of government expenditure on
economic growth is Yet to be felt.
Based on African Economic Outlook
2009, most African oil exPorting
countries such as Algeria, Angola,
Gabon, and Nigeria recorded positive
fiscal balance/GDP ratio, while Africa
oil importing countries such as The
Gambia and Zambia had negative

ratio of 0.2 and 1.7 per cent

undermine other policy objectives in

Saharan Africa country faced

systemic financial crisis. This

is

a
a

remarkable development arising from

the fact that these banks have few
direct linkages with toxic assets
affecting major financial centers.
As the slow down continues, monetary

authorities initiated series of
measures designed to identifY,
monitor and safeguard banking
system vulnerabilities such as rising

200812009, respectively. Most African

credit risk and possible cross-border
contagion. Concomitantly, African

countries have sustained their fiscal
deficit-GDP ratio at less than 3.0 per

Banking supervisions have insisted on
high frequency data to assist in regular

in

promptly respond to the effects of the
global economic crisis. This should be

cent, for instance, the Zambia (2.6 per

carried out in

expenditure program. Nigeria's fiscal

assessment of bank liquidity and
solvency, and conduct credit risk
diagnostics and stress testing. This is

policies based on medium-term fiscal

to facilitate detection of risks, improve

various interventions witnessed in
developed countries are clear

strategy (MTFS) 2008-2010, a road
map for macroeconomic stability, has
its fiscal deficit to GDP ratio targeted

crisis management

indications for African governments to

at 3.0 per cent. The projection of fiscal

re-examine and possibly have a

balance

rethink of what their roles should be in
this context. What then should be the
new role of African in boosting

200912010 is put at 5.8 and 6.1 per
cent, respectively.

a way that will

not

compromise economic gains over the
past decade. To be precise, the

cent) in spite of its medium term

to GDP in Africa for

recovery and stability in the region,

Africa has continued to increase its
focus on expenditure, particularly on

question that should be answered by
Africa in a careful manner. Every effort

that would help to bolster employment

especially in this era of global
recession? This is a pertinent
directed at cushioning the effects of
the current global crisis will require
African government to thoroughly reappraise their existing structural and
institutional reforms, a basis that will

help to set a concrete agenda for
economic recovery and stability.
Some of the existing interventions put

in place by the various African

governments included among others:

lV.2

Fiscal Policy lntervention

Easing fiscal policy has formed part of
the measures put in place by many
African governments in addressing
the recession. Fiscal expansion has
become increasingly desirable for
cushioning the declining groMh trend
in Africa. lmportantly, the fiscal
expansion program need to be timely
and well targeted to achieving the
desired results. lt is disheartening to
observe that policymakers in Africa
have not done much in trying to initiate
different types of tax and expenditure

measures that will give adequate

labor-intensive infrastructure projects

and have low import content. Public
being
avoided because they are difficult to
reverse. A case in point is Nigeria,

wage increases are now

where the National Economic Council
endorsed the cuts in remunerations of
political office holders, and a new
salary regime was approved. The
most striking indicator of all is the
steep decline in Africa's external debt.
This has fallen to 7.8 per cent in 2009

from 44.0 per cent in 2002 and all
categories of countries: Gabon,
Mozambique, Nigeria and Tanzania
have manageable debt burdens,
though there are still some individual
countries like Zimbabwe working for
debt relief packages.

lV.3

Monetary Policy lntervention

One of the key primary goals of
African central banks is to achieve
inflation targets, even if it would cause

the monetary policy to be loosened.
Therefore, the co-ordination of
monetary, fiscal and exchange rate
policy is to facilitate adjustment and
15

monitoring and ensuring effective

strengthening

towards
the financial system.

For instance, the stringent stress tests

in Ghana and Nigeria's
central banks strongly confirm that the
banking industry is robust and free
conducted

from exogenous macroeconomic
shocks.

ln addition, Nigeria is currently
undergoing increased supervisory
activities in the banking sector, aimed

at ensuring strict

compliance and
of financial
distress in her country. Resident and
stand-by team of target examiners
were deployed to banks in January

preventing

a

rebirth

2009 to ensure timely regulatory
actions. Nigeria also recapitalizes

some banks and put in place
preventive measures against
recurrence of bank failure. Thus, the
CBN injected a whopping sum of N620

to cushion the effect of nonperforming loans of about N1.0 trillion
fraudulently perpetrated by executives
billion

of

banks. Angola government

is

strongly pushing for stricter regulation

and supervision of central banks and

has called on the world to design
mechanisms for regulating global

financial market without damage to the
basics of the market. With sound
regulatory measures, it would help to
prevent the farlure in the banking
system and preserve the confidence
of the payment system. The creation

of credit bureau for information
gathering on credits and
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dissemination is another stride
towards adequate monitoring of
banks' daily operations.

lV.4 Tradelntervention
Trade remains a veritable instrument
in mitigating the adverse effect of the

global economic meltdown. lt is the
engine that drives economic
development through increased and
efficient utilization of resources
resulting from specialization and large

scale production. The contention is
that the crisis which was more of
credit crunch (finance-driven) before
degenerating to economic crisis
exacerbated due to the inadequate

trade

in most

regions. Africa's

response to trade remains very low,
therefore, African governments have
responsibility to ensure that trade

remains at the top of their

development agenda.

Recent studies have shown that
countries with strong and performing
external sector have experienced
sustained robust expansion in their
economies. Undoubtedly, Africa has
built a strong and reliable partnership
in globaltrade, what is required to be
done is to respond rapidly to solving
the trade barriers such as the low level
of technological know-how and
research capacity, limited access to

drive towards diversification of its
exports away from primary

trend is to move towards a genuine
integration of states and people. lt is

commodities. Suffice to also state that

reasonably priced imports of
equipment that support telecoms,
power, manufacturing projects and

only through collective efforts that
Africa can overcome the multiple
obstacles preventing the realization
of increased trade and sustainable
economic development in the

other essential goods from China.

medium to long term.

lV.5 Regiona! lntegration

IV.6 lnstitutionalResponse

Africans are equally benefiting from

Response

The promotion of regional
cooperation is increasingly becoming
a strong basis for diversifying

economic activities in general and

fostering international partnerships in

particular. Since no country

is

an

island, it is better to integrate in order
to promote cooperation and expand
trade through creating a larger market
for the bloc. Based on the past
developments, African countries are

yet to take regional integration very
seriously. They have now agreed to
forge a common front through
creation of a number of regional

cooperation and integration
arrangements at sub-regional and
continental level, but many of these

arrangements seem

to be a

camouflage as they lack deep sense
of commitment.

much needed external finance,
limited access to market and market

tackle challenges of global economic

support for trade and inconsistency in
trade policy, which continues to pose
a serious obstacle to intra-regional
tradegrowth inAfrica.

The tremendous expansion in trade
experienced by Africa in the past
decade can be attributed to its strong
partnership with China. China's share
of Africa's totaltrade rose from 3.0 per
cent in 2000 to 11 .B per cent in 2009.
While Africa's trade with the world
grew by 268.7 per cent between 2000

and 2009, trade with China took a
quantum leap of 1 ,240 per cent within
the same period. China's demand for
commodities helped to keep prices of
African commodities at reasonable
levels, which contributed to lifting
Africa's foreign exchange reserves to
an all-time high of over $475 billion as
at the end of 2009. Trade with China

has provided a

tremendous

opportunity for the Continent to check
job losses and accelerate Africa's

through coherent policy formulation,
effective policy implementation and

institutional reforms. African
countries, no doubt, are heavily
endowed with abundant natural
resources and human potentials, but
have failed to properly organize their
heritage and mobilize the political-will
required to transform their potentials
to generate goods and services for its
people and humanity in general.

African governments have weak
institutions making it difficult to
sustain growth and weather sudden

African Leaders are beginning to
realize the need to use regional
economic integration process to

information, limited government

Promoting a growth-oriented agenda

will always entail adjustment in the
structure and functions of
governments. Good governance is,
therefore, required for promoting
investment however, this is often
difficult to achieve especially in
developing countries. Strong
institutions can only be achieved

crisis in Africa. For example, the
recreation of the East African
Community comprising Kenya,

shocks. This is as a result of the
widespread corruption, which
remains the bane of African economy.

Most African governments have no
respect for the institution itself, hence
improving human capabilities without

effective governance will not

to

Tanzania, Uganda, and later Rwanda

contribute

mechanism to
create not only larger markets, but

Combating corruption, therefore, has

and Burundi as

a

also to promote peace and unity in the

region. With deeper integration

among other regional economic blocs
like Economic Community of West
African States (ECOWAS), Common
Market for Eastern and Southern
Africa (COMESA), Southern African
Development Community (SADC)
etc, Africa will be in a better position to
promote trade and sustain economic
groMh. Therefore, a deeper regional
integration process should be

pursued with utmost vigor as rt is
increasingly becoming a crucial
element to the survival and long term

of African
region. Undoubtedly, the global crisis

development strategy

is a lesson to African leaders and
citizens at large, and one of the surest
ways forAfrica to survive this growing
t6

economic growth.

become increasingly difficult to
achieve in Africa as many African
leaders are absolutely corrupt and

insensitive to the civic

responsibilities. The challenge of
achieving strong rnstitution that will
engender economic growth will

require concept-change

to

be

championed by committed African
leaders that will chart the course of an
ideal model for others to emulate.

lV.7

Domestic Resource
Mobilization Response

Consistent with the lnternational
Monetary Fund (lMF) mandate to
respond to requests from SubSaharan African countries, the IMF
has committed new concessional
Iending to SSAof about US$3.0 biilion
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compared with US$1.1 billion in 2008
and US$1.0 billion in 2007. Even
though it is substantial, African cannot
continue to rely on external source of
financing its development needs more
so at this crucialtime when the global
crisis is biting hard on major donors as
well.

Recent studies by African
Development Bank (AfDB) revealed
thatAfrican countries are losing close
to US$l60 billion each year from tax

avoidance, tax reduction and tax
exemptions by foreign companies.

This was aftributed to the lack of strict
enforcement of agreements with
foreign companies investing in

various sectors, especially in the oil
and mining industries. From the
Bank's viewpoint, the continent needs

to boost domestic resource
mobilization through financial and
fiscal instruments to support growth
and development. Concerted efforts
should be dissipated at raising
resources internally through tax and
shouldering a greater part of the
resources needed to finance regional
development. ln Nigeria, about four
states have intensified efforts at
beefing up their internally-generated
revenue to create fiscal space and
improve the well-being of its citizenry
in these states.

V.

Summary,

Recommendations
and Gonclusion

V.1

2009 from over 5.0 per cent half a
decade ago, and expected to rebound
to 4.5 per cent by 2010. However, the
initial effect of the crisis on African

economies was through trade
following the sharp drop in commodity
prices (mineral and non-mineral) and
plummeting demand from developed
countries. Other effec'ts were on

capital flows, growth prospects,

financial markets and asset valuation.
Countries most afiected by the crisis
are mostly oil or mineral exporters
such as Algeria (0.2 per cent), Angola
(-7.2 per cent), Botswana (2.6 per
cent), and Nigeria (2.9 per cent) just to
mention a few. A number of countries

performed significantly well with
groMh rate above 6.0 per cent, these
are those with diversified economies,

for example, Ethiopia,

The paper noted that the global crisis
which started in the US has spread to
other countries of the world. lt has also
had negative effects on the global
growth projections of many countries
in Africa as reflected by the protracted

declines in various economic

indicators. The global stock markets
declined sharply, while currencies of
countries lost their values against the
dollar. ln the growing efforts at getting
the US businesses back on track, the
US government realized that the
major cause of the crisis was the low
levelof interest rate, which culminated

and

unprecedented consumption. The US
government might need to liquidate
inventories of newly built houses in
order to curtail the widespread of the
globalcrisis.

Africa has been gravely affected by

must be made to function efiectively
through a transparent and proactive

monetary policy that will provide
greater support to spending and
promote strong competitive financial
environment.

The floating exchange rate of central
banks must be carefully co-ordinated

with the monetary policy targeting
framework so as to avoid a
depreciation-induced inflation and
speculative attack on regional
currency. The fiscal stimulus of the
government must be sustained and
given the neoessary backing to avoid
an overheated domestic economy.
More importantly is the fiscal spending
governments, which must be

of

devoted to improving infrastructure
and providing safety nets for the
vulnerable group. Countries should
use their available fiscal space to help

cushion the impact

of the

Malawi,
countries least

economic crisis. They must endeavor

integrated into the world economy like
Liberia, Togo and Sierra-Leone.

to widen their fiscal space

through
discretionary policy actions that would

Rather than adopting only basic

economy.

Tanzania and

help

to

global

revitalize the domestic

economic stimulus as it were in most

developed countries, Africa

Various African governments will have

government chooses to combine both

to re-order their policy priorities and

economic stimulus and
interventionism in addressing the

effects of the global crunch on its
domestic economy. Critical among
the measures was the bail-out
scheme designed to strengthen the
financial system and at the same time
help to grow the real sector of the

Summary

in to cheap borrowing

the global economic downtum. lt has
been projected that the continent's
growth may drop to 2.8 per cent in

economy. Others included the
monetary and fiscal stimulus,

improve their co-ordination with main
players and counterparts. They must
continue to reform their financial

systems, take into account the

emerging lessons from the crisis and
give priority to measures capable of
mitigating the current and potential

impact. There is also the need to
coordinate financial sector and
macroeconomic imbalances such that

macroeconomic policies

do

revenue-mobilization, institutional,
trade and regional integration

exacerbate financial sector

responses.

vulnerabilities.

V.2

Countries should continue to review
their monetary and legal frameworks

Recommendations

ln pursuit of economic recovery, the
national goals of the region should
focus more on how to improve the

energy security, advance its
technological base, expand
manufacturing job base and improve
net exporter status having learnt great
lessons from the global downside. ln

addition, the region would need to
sustain its financial and economic
reforms, strengthen institutional
frameworks, promote international
cooperation and ensure effective
policy coordination in a manner that
would make the monetary policy
fonrvard looking. The financial market

t7

not

in lihe with the ever changing financial

conditions. They should also develop
strong financial infrastructure to cope

with the changing financial

envrronment. There is need to improve

the implementation of auditing and
accounting standards, credit
information systems including credit
registries and credit bureaus, payment
and settlement systems and, capacity

for enforcing creditors' rights and

bankruptcies. Coupled with this is the
need to beef up the risk manag'ement

financial institutions. lt is
increasingly important that banks
should be fully equipped to properly

in the
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assess household credit risk, and at

the same time, strengthen

debt

collection mechanisms. Adequate
surveillance of banks and other
financial institutions, strong and
effective risk management and a
proper linkage between the financial
institutions and preferred sectors of
the economy will help to achieve a
strong economic prospect for Africa.

ln the longer term, the challenge will
be to mobilize domestic resources to

finance growth, development,
investment

in

infrastructure and

poverty reduction programs. African

countries should rrnprove their
performance in resource mobilization

at the national and regional level. ln

spite of the economic downturn

in

developed countrres, it is importantfor
donors to continue to honor their aid
commrtments to Africa. Any reduction
in aid willworsen the negative impact
of the crisis on African economies,

which will

in turn delay

global

economic recovery by depressing
demand further.

V.3

Conclusion

business and changed the structure

It appears that the global economic
meltdown may be difficult to resolve
by any experts as different institutions
and governments involved in putting it
right are still groping and searching for

the solution, The time has come for
Africa to begin the search into "New
Economic Paradigm" that would be
explained by new economic theories.
It is hightime forAfrica to realize that
realities have begun to manifest and
these realities are expected to guide

us in settrng out our priorities.

lt,

therefore, calls for total rethink of the
right approach to solvrng the problem
at hand. As it has been observed, the
current global upheaval has provided
an opportunity to re-launch the African

country in a manner to consolidate the
foundations of democracy towards
engendering peaceful coexistence of
Africans and enhancing development
of the regron as a whole. To foster
growth and development, there is the

to

transform our national
mindset, reform the way we do

need

of our politics in the spirit of good
governance and nationhood.

As the global economic moves to
recovery, there are grounds for
optimism that sub-Saharan Africa's
performance relative to that of the
world will be better than in the past.
This is because there are signs of
sustainable domestic demand as oil
exporters, in particular, have begun to
increase their capacrty to expand
output. l'here is hope that the ongoing
trade liberalizatron policy in the global
arena wili enable the region to take

advantage

of the

risrng world

demand. Therefore, African countrres
must ensure that both monetary and
fiscal policies rernarn supportive unt;i

there are clea. indications that the

recovery rs gaining

nromentur"n.
Countrres should avoit' imposing rrew

restrictions on trade flows as these

may work against mitigating the
impact of the global crisis.
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